Using a panel of 62 countries for 1973-2005, we assess the impact of financial reforms on income inequality. We find that removal of policies towards directed credit and excessively high reserve requirements, and improvements in the securities market reduce inequality.
countries with more developed financial sectors typically grow faster, and 2) financial development helps improve the allocation of capital (Arestis and Demetriades, 1997; Levine, 2005) . While much of the focus has been on the importance of financial development for economic growth, some recent studies have started to address how finance can have an effect on income inequality. For instance, Rajan and Ramcharan (2011) argue that financial development can be hold back not only in countries with weak political institutions, but also where democracies are well developed. In particular, powerful interest groups can restrict the access to credit and make it costlier. Similarly, Haber and Perotti (2007) attribute to democratic corporatism, oligopolistic capture and state opportunism as the main political constraints on the development of financial system.
In the same vein, Benmelech and Moskowitz (2010) highlight that financial regulation has been typically led by private interests of wealthy incumbents in the form of rents from others. These have, in turn, outweighed the public interests in protecting the poor. Rajan (2010) highlights that the stagnant incomes of the middle class have built pressure on politicians to expand credit and to make housing more affordable. While helping to maintain the path of consumption, the fact that household incomes did not respond in the same manner has ultimately led to the financial crisis, a conclusion that is shared by Hubbard (2010) , who looks at the linkages between income inequality, household debt leverage and financial crises. Agnello and Sousa (2012a) show that banking crises substantially raise income inequality, widening the income inequality gap before the event emerges and sharply reducing it afterwards. Besides, fiscal austerity can also increase inequality particularly when it is driven by spending cuts rather than tax hikes.
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Financial reforms can therefore influence the distribution of income, as rising inequality generally reflects an unequal access to productive opportunities. First, financial reforms can improve the efficiency of the domestic financial systems (Abiad and Mody, 2005) . Second, they can lead to a better allocation of risk and socialization of costs, which is particularly relevant during financial crises (Claessens and Perotti, 2007) . Third, they can have a "quality effect" on allocative efficiency by equalizing access to credit and 3 reducing variation in expected marginal returns (Abiad et al., 2008) . These outcomes, in turn, can help mitigate income inequality.
In this article, we show that financial reforms help reduce income inequality.
Removal of policies towards directed credit and elimination of high reserve requirements seem to be particularly effective in bringing inequality down at the low-end of the income distribution. Similarly, policies that improve the functioning of the equity markets and ease the openness of securities markets to foreign investors can help guarantee equal opportunities for low-and middle-income households.
Econometric Methodology
We start by considering a baseline model that does not take into account the impact of financial reforms on income inequality. More specifically, we estimate the following model for a panel of N countries, indexed by i = 1, ..., N:
, (1) where I is the average of the net income Gini inequality index over 5-year non-overlapping windows, y denotes the per capita income (in levels and squared terms), g is the government size and T is the degree of openness. All control variables are observed at the beginning of each time window. Finally, i indicates the individual effects.
Second, we augment model (1) in order to include the effect of financial reforms, that is: For robustness check, we also estimate models (1)-(2) where inequality is expressed as the average net income inequality index over 5-year rolling windows, i.e.
or simply the level of the net income inequality index, i.e. it I .
Data and Empirical Results
We Tables 1 summarizes the results for the baseline models (1)- (2), while estimates reported in Table 2 and 3 refer to model specifications where the net income Gini inequality index is computed as either the average over 5-year rolling windows or expressed in levels, respectively.
In column (1), we present the evidence for the baseline model (i.e. without accounting for the effects of financial reforms); Column (2) adds the aggregate index of financial reform to the set of explanatory variables; and, in Columns (3)-(11), we look at different typologies of financial reforms. The empirical evidence shows that financial reforms promote a more equal distribution of income. In fact, the coefficient associated with the financial reform index is negative and statistically significant.
Moreover, the results suggest that directed credit and removal of excessively high reserve requirements are especially important in reducing income inequality: the sign of the coefficient associated with this type of financial reform is always negative and statistically significant (-0.017, -0.007 and -0.008 in Tables 1, 2 and 3, respectively). This result corroborates the findings of the political economy literature, which emphasizes that access to credit reduces inequality (Haber and Perotti, 2007; Benmelech and Moskowitz, 2010; Rajan and Ramcharan, 2011) . It is also similar in spirit to the finding of Agnello and Sousa (2012a), who show that a better access to credit from the banking sector promotes income equalization. Similarly, easiness of expansion of bank branches, wider banking services and lower regulation in more democratic societies can increase access to credit and, thereby, contribute to a fall in inequality. In contrast, the existence of a minimum amount of bank lending to certain "priority" sectors in the context of targeted policies designed to help development is detrimental to the income inequality gap. Moreover, when reserve requirements are excessive -for instance, because legislation forces banks to deposit a large share of financial savings with the central bank -it is likely that inequality will rise. In this respect, it corroborates the work of Demetriades and Luintel (1996) , who highlight that, in poor countries, frictions encountered by small businesses in their activities and high barriers to entry are very frequent.
We also find that reforms in the securities market contribute to a more even income distribution. Tables 1, 2 and 3 all show that this financial reform has a negative effect on the net income Gini inequality index (with the coefficients being -0.023, -0.011 and -0.012, respectively). Therefore, policies that promote the securities markets (such as the development of depository and settlement systems, the openness of securities markets to foreign investors or tax incentives) help narrowing the income inequality gap. This finding gives rise to the idea that financial constraints can be seen as a "special large barrier" (Claessens and Perotti, 2007) . Putting it differently, a proper functioning of the credit and equity markets should guarantee equal opportunities for both the less wealthy and the more talented individuals and, consequently, financial reforms should help the diffusion of economic opportunities and reduce inequality.
In line with the work of Barro (2008), the results support the existence of the Kuznets curve, i.e., an inverse U-shape curve between income inequality and per capita GDP: the coefficient associated with per capita GDP is statistically significant and has a positive sign, while per capita GDP squared has a negative sign.
Additionally, the government size can be thought as a buffer against disparities in the distribution of income. In fact, the coefficient associated with this variable is negative and statistically significant, thereby suggesting that governments can play a major role in reducing inequality. In contrast, trade openness seems to exacerbate income inequality as 6 in Barro (2008) , because the expansion of traded goods sector due to greater openness of a country could lead to a rise in wage inequality through the employment channel.
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Conclusion
This paper shows that financial reforms reduce income inequality. We find that financial reforms, in general, and removal of subsidized directed credit and excessively high reserve requirements and improvements in the securities market policy help promote a more equal distribution of income.
We also show that: (i) there is a nonlinear relationship between per capita income and income inequality (the so called "Kuznets" curve); (ii) the size of the government helps reduce the income inequality gap; but (iii) trade leads to more disparity in the distribution of income.
From a policy perspective, the research presented in this paper casts some concerns about the impact of some recent (unconventional) policies adopted in several industrialized countries -such as, quantitative easing -on inequality. In fact, by helping governments finance their budget deficits, reallocating wealth towards banks and negatively impacting on the return of pension funds (which typically invest more on government bonds and are, consequently, more vulnerable to the decline in long-term yields), economic policies can affect the composition of households' portfolio Samwick, 1995, 2003) and may amplify income inequality.
While assessing the impact of financial reforms on income inequality, this paper opens new avenues of investigation. It is possible to have a bi-directional relationship between financial development and economic growth (Demetriades and Hussein, 1996) . In addition, Abiad and Mody (2005) show that discrete event or "shocks", "learning" and structural features (such as the legal system or the political institutions) can be important drivers of financial reforms. This raises a question as to whether inequality can foster the likelihood of financial reforms. Inequality may create pressures and incentives in a society towards a change of the policy regime. On the other hand, it may prevent a genuine 7 financial reform, because incumbents either block it or reap the benefits of the change (Claessens and Perotti, 2007) . We leave these open questions for future research. Martins, Rodrigo e Francisco José Veiga, , " " T Tu ur rn no ou ut t a an nd d t th he e m mo od de el li in ng g o of f e ec co on no om mi ic c c co on nd di it ti io on ns s: : E Ev vi id de en nc ce e f fr ro om m P Po or rt tu ug gu ue es se e e el le ec ct ti io on ns s" ", , 
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